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HUBUNGAN ANTARA HARGA EMAS DAN KADAR PERTUKARAN MATA 
WANG ASEAN (RINGGIT MALAYSIA, DOLAR SINGAPORA DAN THAI BAHT) 
TERHADAP DOLAR U.S. 
 
Oleh 
Amy Chin Ee Ling 
 
Kajian empirikal ini adalah untuk mengkaji hubungan antara harga emas dan kadar 
pertukaran mata wang ASEAN termasuk Ringgit Malaysia (MYR/USD), Dolar Singapura 
(SGD/USD), dan Thai Baht (THB/USD) terhadap dolar U.S.. Setelah Bretton Woods dan 
Gold Standard berakhir, kadar pertukaran berubah telah diamalkan oleh banyak negara. 
Banyak yang berpendapat bahawa kadar pertukaran berubah telah menjadi punca utama 
ketidakstabilan harga emas. Kini, harga emas didominasi dalam dolar U.S. di mana 
perubahan dalam dolar akan mempengaruhi harga emas dalam mata wang yang lain. Dalam 
kajian ini, Augmented Dickey-Fuller (ADF) Unit Root Test, Johansen Cointegration Test, 
Granger Causality Test dengan Vector Error Correction Model (VECM)  and Ordinary Least 
Square (OLS) Method akan digunakan untuk menguji hubungan antara harga emas dan kadar 
pertukaran MYR/USD, SGD/USD dan THB/USD secara bulanan dari Januari 1981 hingga 
December 2010. Keputusan kajian telah menunjukkan bahawa harga emas dan kadar 
pertukaran MYR/USD, SGD/USD dan THB/USD mempunyai hubungan jangka masa 
panjang. Namun demikian, hubungan jangka masa pendek tidak wujud antara mereka. Selain 
itu, keputusan juga menunjukkan bahawa harga emas mempunyai hubungan positif dengan 
MYR /USD tetapi hubungan songsang dengan SGD /USD dan  THB / USD. 
ABSTRACT 
 
THE RELATIONSHIP BETWEEN GOLD PRICE AND EXCHANGE RATE OF 
ASEAN CURRENCIES (MALAYSIAN RINGGIT, SINGAPORE DOLLAR, THAI 
BAHT) AGAINST U.S. DOLLAR 
 
By 
Amy Chin Ee Ling 
 
The empirical study is to examine relationship between gold price and exchange rate of 
ASEAN currencies such as Malaysian Ringgit (MYR/USD), Singapore Dollar (SGD/USD), 
and Thai Baht (THB/USD) against U.S. dollar. After the end of the Bretton Woods System 
and Gold Standard, the floating exchange rate has been adopted by most of the countries. 
Many have argued that the adoption of the floating exchange rate has been a major cause for 
the instability of world gold price. Currently, the gold price is dominated in U.S. dollar in 
which the change in dollar will influence the gold price in other currencies. The Augmented 
Dickey-Fuller (ADF) Unit Root Test, Johansen Cointegration Test, Granger Causality Test 
with Vector Error Correction Model (VECM) and Ordinary Least Square (OLS) Method are 
applied to examine the relationship between gold price and exchange rate of MYR/USD, 
SGD/USD and THB/USD on a monthly basis from January 1981 to December 2010. The 
result shows that long-term relationship exists between gold price and exchange rate of 
MYR/USD, SGD/USD and THB/USD. Nevertheless, there is no short-term relationship 
among them. Moreover, the result also indicates that gold price has positive relationship with 
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Figure 1: Value of U.S. Dollar 8 








1.1 History of Gold Price 
In the 5
th
 millennium B.C., gold has been used as jewelry and decorative objects. 
The oldest civilization which is the Sumer civilization has used gold primarily for jewelry 
and decoration. Likewise, the Egyptians which are the richest gold-producing civilization 
in the ancient world have also used gold mainly for personal decoration rather than for 
monetary purposes, as exemplified when gold jewelry was found buried in the Tomb of 
Djer, the king of First Egyptian Dynasty at Abydos, Egypt around 2500 B.C.  The first 
pure gold coins which were issued under King Croesus of Lydia in a kingdom of Asia 
Minor, was inscribed with a royal symbol with the heads of a lion and a bull. Eventually, 
these coins were adopted as a medium of exchange in trading and commerce worldwide. 
For centuries, gold has been a basis of monetary system. The importance of gold 
in the monetary system can be demonstrated with the creation and establishment of gold 
standard. Based on Medina (2009),”the gold standard is an economic policy under which 
currency is backed by a reserve supply of gold.” In the United States, a U.S. dollar bill 
can be exchanged for a U.S. dollar in gold which was based on the gold value at that 
time. The United Kingdom has been the first country which adopted the gold standard in 
1821. Thus, most of their international trade and activities were mostly transacted in gold. 
In 1834, the United States adopted the gold standard by making the gold price fixed at $ 
20.67 per ounce. Subsequently, Germany, France and other major countries followed suit 
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and adopted the gold standard in 1870s. During the period from 1880 to 1914, it was a 
moment Classical Gold Period, because during these times, most of the countries pegged 
their currencies to the value of gold.  
The outbreak of World War I in 1914 has caused United Kingdom to suspend the 
gold standard in order to print more money to finance the expenses of the war. After the 
war, the gold standard was restored in 1925. From 1925 to 1931, many countries held 
gold, pound or dollar as their reserve asset. However, United Kingdom and United States 
only held gold as reserve asset. Other currencies can be converted into the reserve 
currencies at the fixed rate. In addition, the U.S. dollar and sterling pound can be easily 
converted into gold between the central bank and the general public. Reserve currency 
refers to the currency held by the government for settling international trade transaction 
or paying international debt obligation.  
In 1931, Britain ended the gold standard because there is massive gold and capital 
outflow due to inflation brought by the World War I, post-war deflation and the 
beginning of the Great Depression. The United States and France are only the countries 
that hold large reserve of gold by then. 
In 1933 during the Great Depression, President Franklin Roosevelt nationalized 
the ownership of gold by the private citizens, which prohibit the U.S. citizens from 
buying, selling or owning gold to protect the falling banks. In the same year, the use of 
gold standard in the United States was renounced. However, the U.S. government 
continued trading of gold with the foreign central bank and other government institutions. 
This is to avoid the hoarders from profiting after the devaluation of dollar in 1934. In 
1934, President Franklin Roosevelt has devalued the U.S. dollar and increased the gold 
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price from $ 20.67 per ounce to $ 35 per ounce. It means that when the gold price 
increases by 69%, the dollar will devalue by 41% (1-$20.67/$35). This will allow for 
more money to be printed out in the hope that it will improve the economy. Thereafter, 
other countries began to convert their gold into dollar and dollar has a standing in the 
gold market. Another past researcher, Vronsky (2009), stipulated that “dollar devaluation 
is a win-win situation for the entire nation.”  He continued to support that by devaluating 
the currency one can create inflation which will subsequently be used as a tool to address 
deflation. Vronsky (2009) went further to elaborate the debt monetization theory that one 
way to push up the gold price will be to devalue the U.S. dollar, because when the value 
of US dollar goes down, foreign currency speculators will seek an alternative source of 
safe heaven and place their investment in gold.   
In 15 August 1971, President Richard Nixon “closed the gold window”, which 
marked the end of gold standard due to the rise of government spending, trade deficit and 
the deficit spending from Vietnam War which has caused the gold standard to become 
practically meaningless. Thereafter, President Ford lifted the ban on private ownership of 
gold and individuals were subsequently encouraged to buy, own and trade gold in the 
United States.  
The gold standard was reinstated and subsequently ratified in the Bretton Woods 
Agreement 1944, which provide for a clear rules and regulation of the international 




i. Revive the global economy due to severe hardship brought by the World War I 
(WWI). 
ii. Resolve several monetary issues such as unstable exchange rate and balance trade 
deficit. 
iii. Introduce international monetary co-operation and reduce currency competition 
among countries. 
 
Through this agreement, U.S. dollar has become the international currency 
reserve and the only currency which was pegged to gold where as the other country 
currencies are pegged to U.S. dollar. The Bretton Woods Agreement has created a fixed 
but adjustable exchange rate system in which the individual currency was allowed to 
devalue occasionally to correct disequilibrium in the balance of payment. The other 
countries will maintain the value of its currencies against the U.S. dollar by buying and 
selling its currencies in an effort to revalue or devalue its currencies. For example if the 
value of a country’s currency is higher than dollar, the country will sell its currency for 
dollar thereby decrease the value of its home currency. In contrast, if the value of one 
country’s currency is lower than the U.S. dollar, the country will buy its own currency, 
which will eventually push up the home currency against the U.S. dollar.   
Based on Anonymous (2005), the similarities and differences of Bretton Woods 
System and Gold Standard are as follow: 
 
There similarities between the Bretton Woods System and Gold Standard 
i. Fixed exchange rate  
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ii. Gold the ultimate numeraire in which dollar is pegged to $35 per ounce of 
gold. 
The differences between Bretton Woods System and Gold Standard  
i. Only U.S. pegged to gold; all other currencies are pegged to the U.S. 
dollar 
ii. Contained explicit provisions for changing exchange rates 
iii.  Allowed restrictions on short-term capital movements encouraged 
-International capital mobility was not an integral part of the system 
iv.  Provided coordinated oversight of national policies via a new 
international organization - the International Monetary Fund (IMF) 
 
 
Through the Bretton Woods System, two institutions have been established which 
are the International Monetary Fund (IMF) and the World Bank (International Bank for 
Reconstruction and Development). The main purpose of these two institutions is to 
provide financial aid in reconstructing and developing Europe after WWI. The other 
purposes of the both institutions expanded over time which include monitoring the 
exchange rate, offer lending to the countries with trade deficits and provide capital for the 
underdeveloped countries. 
 In 1971, where there was trade deficit and inflation in U.S. due to increase in the 
foreign country dollar holdings and U.S. gold stock was not increasing. This caused the 
dollar to devalue. Foreign countries have lost confidence in dollar and decided to 
exchange the dollar for gold at $35 per ounce in fear that the U.S. gold stock is not 
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enough to cover the dollar obligations held in their hand. The U.S. has recommended 
Germany and Japan to appreciate their currencies but both countries have rejected to do 
so. This is because by increasing the value of their currencies, their price of good will be 
more costly and less competitive and this will affect their total export. The Vietnam War 
has also brought about excessive spending and financial stress. Finally, the inability of 
US gold stock supply to support the dollar has led to the break down of Bretton Woods in 
1971, thus the U.S. President Richard Nixon has no choice but to announce that the dollar 
was no longer converted to gold. However, there are efforts to restore the Bretton Woods 
System. In December 1971, Group of Ten (G10) which was made up of eleven 
industrialized countries (Belgium, Canada, France, Germany, Italy, Japan, Netherlands, 
Sweden, Switzerland, United Kingdom and United States) have come out with 
Smithsonian Agreement which is a temporary in nature. This agreement maintain the 
fixed exchange rate system but without the backing of gold. The Smithsonian Agreement 
has adopted the fixed exchange rate system with “currency realignment”. The currency 
realignment refers to the mutually coordinating the devaluation and appreciation of 
currency among countries. Based on Anonymous (2010), “While Bretton Woods allowed 
the dollar to float in a range of 1 percent, the Smithsonian Agreement proposed a range of 
2.25 percent.” After revaluation of foreign currencies, U.S. decided to devalue the dollar 
and increase the value of gold from RM 35 per ounce to RM 38 per ounce. The 
devaluation of dollar however has not brought any significant result because it is in 
convertible.  
 In 1972, the foreign exchange market is forced to close. When the market was 
reopened in 1973, it was replaced with the floating exchange rate regime. 
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1.2 Theoretical Framework  
      Adopted from Faugere and Van Erlach (2005): 










According to Faugere and Van Erlach (2005), “Required Yield Theory explains 
the valuation of financial assets via investors’ general requirement to earn a minimum 
expected after-tax real return equal to long-term GDP/ capita growth”. The research done 
by Faugere and Van Erlach (2005) has applied the Required Yield Theory to the gold 
valuation.  
 As a store of value, the yield of gold must has a negative relationship with the 
yield of other financial asset class. The gold would serve as a hedge against the 
devaluation of other financial asset class. Besides, gold also has empirical relationship 
with currency exchange rates and inflation. The study carried out by Capie, Mills and 
Wood (2005) has found that gold serve as a hedge against U.S. Dollar. While, Ghosh et 
al. (2002) shows that gold serve as a long-term inflation hedge. 
Required Yield Theory 







1.3 Gold As a Stabilizer of Exchange Rate 
 Gold has been a stabilizer of the exchange rate for centuries. Since the nineteenth 
century, the Gold Standard has been predominantly felt in the developed countries such 
as Unites States, Britain, France and Japan.  After the WWI, most of the countries have 
left the Gold Standard due to political, social or economic problems caused by the war. 
The new international monetary system that was established and adopted after WWII is 
Bretton Woods System. The Brettom Woods System maintains a fixed but adjustable 
exchange rate system. Nevertheless, the Bretton Woods System came to an end in the 




Figure 1: Value of U.S. Dollar 
 




Based on the Figure 1, the value of dollar seems to be relatively stable before the 
year of 1971. However, after the 1971, there was a sharp drop in the value of dollar. It 
was when the Gold Standard regime came to end and that the U.S. dollar was no longer 
convertible to gold price. The value of dollar began to fluctuate based on the demand and 
supply of dollar as it was no longer pegged to the gold price.  
 During the gold standard regime, the gold helps to hedge against U.S. dollar in 
two ways, which is either internally or externally. Base on the internal hedging, the gold 
would be hedged against the changes in the domestic purchasing power of dollar. As for 
external hedging, the gold would be hedged against the changes in the international 
purchasing power of dollar. In a perfect internal hedging market, the dollar price will 
increase at the same rate as the U.S. price index. However, in a perfect external hedging 
market, the dollar price will increase when the number of unit of foreign currency per 






















1.4 Gold Price Movement in the 2000s 
Figure 2: Gold Price Movement in the 2000s  
 
Source: Goldprice (2011) website -http://goldprice.org/spot-gold.html 
 
The chart above shows the historical movement of gold price. The gold price 
movement from the beginning of 2000 ($284.32 per ounce) to the beginning of 2008 
($889.60 per ounce) has shown a continuous increase in gold price. However, the gold 
price had experienced a drop at the end of 2008 which was below the price level it was on 






1.5 The Relationship Of MYR(Malaysian Ringgit) , SGD(Singapore Dollar) and    
      THB (Thai Baht) with USD (US Dollar) 
 
1.5.1 The Relationship of MYR and USD 
The former Malaysia’s currency was linked to the Pound Sterling known as the 
old-Sterling-linked Malaysian/ Straits Dollar. In June 1967, the unit of Malaysian Dollar 
(M$) was established and replaced the old-Sterling-linked Malaysian/ Straits Dollar. The 
Central Bank of Malaysia, Bank Negara Malaysia (BNM), has taken control of the 
currency exchange of the country. Besides, BNM has also delegated the authority to the 
authorized banks in the county such as Maybank, Public Bank, RHB Bank, Bank Islam, 
HSBC Bank, or Citibank. Malaysia has adopted the “Effective Rate” which is a floating 
but controlled exchange rate regime. BNM is only involved in maintaining stable market 
condition and to ensure that the fluctuation of Malaysian currency in term of foreign 
currency is not excessive.  
In 1975, the floating and controlled exchange rate regime was replaced. Those 
days the external value of Malaysia’s currency was measured based on its relationship 
with a weighted basket of currencies of Malaysia major trading partners. Meanwhile in 
the same year, the Malaysian dollar was replaced with Malaysian Ringgit (RM). 
The exchange rate regime remained status quo till the Asian Financial Crisis in 
1997 and 1998, where the value of the Malaysian Ringgit was no longer measured by its 
demand and supply in the foreign exchange market. Thereafter, Malaysia had adopted a 
fixed exchange rate system called Fixed Capital Control in which Malaysia Ringgit was 
pegged to the U.S. dollar at a rate of RM 3.80 per dollar. 
